
SR-FAD-000552 Sil FAI) 000552
Issue I. May 19117 Issue I. May 1'/117

4'" Data Souroea (continued) 4.5 nata Sourcea (continued)

F1aure 4-3. Price and Quantity Inde:les for Capital Input Figure 4-3. Price and Quantity Indues for Capital Input (continued)

Page Page
Monthly or Monthly or

Item ~ Years Schedule Line Col. hem ~ Years Schedule line Col.

I. Plant Investment QRlA 71-112 1&2 - A 7. Revenues -
(A06Y-A3IY & Local Intrastate MR4 72-74 I 27 A

L06Y-1.3IY) (A 702M & L702M) 75 I 31 A
76 I 33 A

2. Telephone Price Inde:l Bell System Telephone Plant Indues (TPO' 77 & 78 I 35 A
(AIUY-A335Y) 79 2 22 A

80-113 3 II A
3. Constant Dollar Christensen, Christensen & Schoech - 19111'

Stoek-Benchmark II. Rt'vrnues -
(EI 14Q-E334Q & I\lTS In terstate MR4 72-78 2 5 A
ft14Q-f334Q) (A 703M &. 1.703M) 79 2 28 A

80·K) 3 25 A
4. Cod of Capital Bell SySUrn Historical Embedded Cost of Capital

(A52I1Q) 9.5 percent - IQ & 2Q of '72 9. Revenues -
10.5 percent - 3Q & 4Q of '72 through '74 MTS Intrastate MR4 72-78 2 6 A
12.0 percent - '75 through IQ of '80 (A704M & 1.704M) 79 2 29 A
14.5 percent - 2Q of '80 through IQ of '81 80-83 3 37 A
15.25 percent - 2Q of 'II I through IQ of '82
16.5 percent- 2Q of '82 through 4Q of '82 10. Revenues -

WATS Interstate MR4 72-78 2 II A
.5, Taus (A4t1Y, A4t3Y. Bell System Statistical Manual' (A705M & L70.5M) 79 2 34 A

A414Y, A416Y, & A418Y) 80-83 4 6 A

6. Revenues - MR4 72-74 I 26 A II. Revenues -
Local Interstate 75 I 30 A WATS Intrastate MR4 72-78 2 12 A
(A701M cll701M) 76 I 32 A (A706M & L706M) 79 2 35 A

77& 711 I 34 A 80-83 4 14 A
79 2 21 A
110-83 3 10 A 12. Rr-vf>nues -

PL Interstate MR4 72-74 2 34 A

(A707M & L707M) 7.5-78 2 36 A

79 3 23 A
80,81.83 4 30 A
112 4 31 A
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.." Data 50_ (continued)

Figure .....]. Price and Quantity Indexes for Capital Input (continued)

Page
Monthly Or

Item ~ Vears Schedule Line Col.

13. Revenues -
PL Intrastate MR4 72-74 2 35 A
(A701lM & L708M) 75-78 2 37 A

79 3 24 A
80& III 5 14 A
112& 113 5 15 A

14. R~venues -
Other Toll Interstate MR4 72-711 Data Not Available
(A 709M & L709M) 79 3 30 A

110& 81 5 22 A
112 & 113 5 23 A

IS. Revenues -
Other Toll Intrastate MR4 72-74 2 37 A
(A710M & L710M) " 2 39 A

76-711 2 41 A
79 3 31 A
110&111 5 32 A
n&n 5 33 A

16. Revenues -
Misc. Intrastate MR4 72-75 3 6 A
(A 711M & L71 1M) 76-711 3 7 A

79 4 17 A
110& III 6 16 A
112 6 IS A
113 6 16 A

17. Revenues -
Total Interstate MR4 72-75 3 7 A
(A7I2M & L712M) 76-711 3 II A

79 4 III A
110 6 20 A
III & 83 6 17 A
82 6 16 A
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4" Data Sour<:e. (continued)

Figure 4-]. Price and Quantity Indexes for Capital Input (continued)

Page
Monthly or

Item ~ Years Schedule Line Col.

18. Revenues -
Total Intrastate MR4 12-75 3 II A
(A713M & L713M) 76-711 3 9 A

79 4 19 A
110 6 21 A
III & 113 6 III A
112 6 17 A

19. Price Indexes Price Indexes for Selected Telephone Service"
(A12IM.A123M-

A 127M. & A 131M)

Network Variable - Main and £qui". Main Telephonea

I. in Service at MR7 12-113 2 38 07
End of Vear
(B905Y)

2. Net Gain Monthly MR7 12-83 2 19 04
(U903M)
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...5 o.~ SoIll"CU (continued)
4.5 Dau Sources (continued)

Figure ....... o.t. Used in Regression Analysis

Figure 4-". Data Used in Regression An.lysis (continued)

HOC ItAW MATERIALS INPUT

DOC RAW MATERIALS INPUT (continued)

Cost Price Qu.ntity
~ ~

Qua~

IQ72 528.4126 .987000 535.3726
"QlIl 1808.613 2.016900 1I9(,.7292

2Q72 539.9160 .99..000 543.17.50
IQ82 1801.941 2039800 883.391 I

3Q72 491.6489 1.003000 490.1782
2Q82 208.5.60.5 2.067700 10011659

..Q72 5..6.8987 1.016000 .538.2864
3Q82 1975.173 2.08.5300 947.\887

IQ73 579.1868 1.031000 .561.7717
4Q82 21n331 2.102700 1032.639

2Q73 607.9526 1.049000 579.5544
3Q73 640.8398 1.069000 .599.4761

DOC LABOR INPUT

4Q73 620.4929 1.088000 570.3059
IQ74 643.0303 1.115000 576.7090

i Cost Pri,e ~

2Q74 692.4280 1.140000
I

---
607.3928

3Q74 64.5.1045 1.173000 .549.9609
IQ72 176.5.3.56 ..582221 3032.109

4Q74 6J.5.82 18 1.208000 .509.7861
2Q72 1810.603 ..598196 3026.773

IQn 697.9.5.53 1.231000 .566.9824
3Q72 1924.220 .614171 3133.036

2Q7.5 766.0432 1.249000 613.3252
4Q72 1941.337 .630146 30110.771

3Q7.5 689.1270 1.274000 540.9160
IQ73 1931.820 .646122 29119870

4Q7.5 716.7209 1.297000 5~2.5991
2Q73 1972.704 .662097 2979.479

IQ76 809.4497 1.310000 617.9004
3Q73 20.54.813 .678.549

\
3028244

2Q76 885.6140 1.32.5000 668.3882
4Q73 2222.90.5 .1>9.5478 319(,227

3Q76 787.8403 1.342000 587.0642
IQ74 2163340 .712407 3036.664

4Q76 888.3057 1.36.5000 6.50.7734
2Q74 2207.967 .72.9336 3027.367

IQ77 980.074.5 1368000 716.4287
3Q74 2370.774 .750419 31.59267

2Q77 1024.899 1.390100 737.2847
4Q74 2.522.429 .775657 3251.990

3Q77 1023.220 1.410300 72.5.5337
IQ7.5 2"71.091 .80089.5 3085.413

4Q77 901.8958 1.432400 629.6396
2Q75 2500829 .826133 3027.152

lQ78 1040.848 1.4.51200 117.2329
3Q75 2720461 .8.51963 319311>6

2Q18 124.5.360 1.488900 836.4299
4Q7.5 2181.950 .878388 3167.110

3Q78 1046.979 1..520200 688.7119
lQ16 2778.135 .904812 3070.401

4Q78 1266.286 1..553800 814.9607
2Q76 2776.887 .931236 2981.938

IQ79 1166.220 1..586000 73.5.3213
3Q76 3017.658 .9.51392 3171835

2Q79 143.5.940 1.613.500 887.2043
4Q76 3062.147 .965280 3172.290

3Q79 1322.671 1.651200 801.0361
IQ77 3011.13.5 .979168 307.5.198

4Q79 135U27 1.680500 804.0032
2Q77 3066.181 .9930.56 3088.226

IQ80 1474..560 1.719400 857.6013
3Q77 3219..57.5 1.009310 3189.878

2Q80 1606.406 1.764600 910.3516
4Q77 3.517..586 1.027930 3422008

3080 1558.196 1.802400 864.5120 I
IQ78 3490.049 1.046550 3334.814

4Q80 1461.047 1.8-'1300 789.2007
2Q78 3"27.877 1.06.5170 32111.149

IQ81 1650.115 1.900100 868.4358
I 3Q78 37.5....593 1.089.518 3446.106

2081 1996.177 1.930300 1034.12&
3Q81 1803.223 1.977000 912.1006

4-32
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4.5 Data Sourc:ea (continued) 405 Data Source. (continued)

Fipre 4-oC. Data Used in Regression Analysis (continued) Figure 4-4. Data Used in Regression Analysis (continued)

BOC LABOR INPUT (contmeet) IIOC CAPITAL INPUT (continued)

Cost Price Quantity C.ost Price Qua~

4Q71 3113.070 1.119.59.5 340.5.760 4Q74 2671.136 .7911472 3345.333
IQ79 401t.239 1.149670 3419.036 IQ73 28111.029 .1132143 33116.471
2Q79 3949.026 1.179746 3347.3.54 2Q73 2908.3.51 .1IS1027 3417.461
3079 4223.719 1.209323 3492.611 3Q73 3003.406 .869863 3452.736
4Q79 44.50.660 1.231400 3.593.171 4Q7.5 3092.826 .88697.5 3486.939
1030 4412.19' 1.267471 3481.012 IQ76 3200.4.58 .9123.54 35U7.912
2030 4427.0" 1.296"6 3414.474 2Q76 3273.193 .92776.5 3530196
3Q80 4710.161 1.330331 3.540..510 3Q76 3348.016 .9431.5.5 3549.1103
4Q30 4996.4.53 1.3611123 36.50.111 4Q76 3427.245 .956399 3583.491
1031 4101.379 1.407310 3416.711 IQ77 3518.741 .91111984 36111602
2031 .5135.141 1.44.579.5 3.5.52.26' 2Q77 3(.36..561 1.00<1007 3636..536
3031 '41.5.911 U064.56 3641.603 3Q77 3712.200 1.010963 3671.943
4031 .5740.9.53 UI9294 3612.26.5 4Q77 3766.016 1.020079 3691.188
1031 6031.331 1.672131 3611.1.56 IQ18 4026.031 1.073144 3151.629
2031 6147..571 1.7.54911 3.501.9'3 2Q18 4082.89.5 1.080308 3119380
3032 6212.742 1.137107 3418.610 3Q18 4158.027 1.087310 3823.931
4032 649.5•.53' 1.92064.5 3381.9'6 4Q18 4256.109 1.098161 3873.5.54

IQ79 4548.012 1.158518 3925.679
BOC CAPITAL INPUT 2Q19 4663..520 1.114543 3970499

3Q79 4782.492 1.190529 4011. tl8
Cost Price Quantity 4Q19 4924.309 1.209463 4U7I.48.5

IQ80 5068.10.5 1.226436 4132383
IQ72 2046.410 .119819 2843.048 2Q80 6204.191 1.493225 4154895

2Q72 2100.603 .130493 2875..596 3Q80 6396.094 ISl8648 4211.703
3Q72 2364.121 .111.590 2912.951 4Q80 6605.64.5 t.S47223 4269.3.5.5
4Q72 2424.431 .122146 2941.914 IQ81 6611.488 t.S27365 4332617
IQ73 2303..562 .76"10 3009.187 2Q81 11.5.5.821 1.63.5866 4374336

2Q13 23'9.141 .773903 3048.318 3Q81 73.51.291 1.668084 4401031
3Q73 2421.113 .112263 3103.661 4Q81 7.574.059 1.700891 4452.996
4Q73 2.513.011 .19778.5 3149.994 IQ82 7340.156 1.630826 4500.883

IQ14 2311.146 .739101 3219.041 2Q82 8128.988 1.800149 4St4.221

2Q14 2474.136 .739380 3259.024 3Q82 8318.906 1.834209 4535.418
3Q74 2.570.123 .119000 3300.1.51 4Q82 8S14.738 1.861101 4.5.58.941
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4~ Dota Soun:eo (continued)

Flrure 4-4. DOla Used in Resression Analysis (continued)

BOCOUTPUT

Value Price Quantity

IQ72 46'067 .1I19833 , '671.074
2Q72 4738.'0 .829374 .5713.39'
3Q72 "926.199 8313.57 .59H.066
4Q72 .5076.086 .83327' 6091.727
IQ73 .5207.426 .8398M 6200.320
2Q73 .5"07.211 .8..467.5 6401.331
3Q73 '.506.188 .8..9414 6"82.332
4Q73 .5696.89.5 .8636.52 6.596.281
IQ74 .5867.37' .8763..9 669.5.2'"
2Q74 607.5.199 .87U26 6916.008
3Q7" 6178.871 .883236 699'.719
4Q7" 6267.73" .890936 703.5.00"
IQ7.5 6340.863 .90.5.508 7002..5.51
2Q7.5 6697.129 .92.5178 7238.7"2
3Q7.5 687.5.3'9 .937018 7337.492
4Q7.5 7080.133 .9'13'8 7442.129
IQ76 7307.281 .971626 7.520.668
2Q76 7.580."1 .987170 7679.070
3Q76 7790.96.5 .99..3.56 783'.188
4Q76 786.5.410 .996897 71189.89.5
lQ77 81 ..1.727 .998660 81.52.6.52
2Q77 8386..500 1.00000.5 8386....57
3Q77 860.5.477 1.001276 8.59012
4Q77 8873.066 1.007"19 8807.727
IQ78 9193.6".5 1.01.5010 90.57.691
2Q78 9.501."96 1.017142 9341.363
3Q78 97.51.922 1.0233.53 9.529.387
4Q78 9930.906 1.030796 963".21.5
IQ79 10246.26 1.029173 99.5.5.82..
2Q79 10478.3" 1.0268"9 1020".36
3Q79 10836.11 1.029.50.5 10.52.5..56
4Q79 1096.5.96 1.03.5787 10.587.09
IQ80 11360.30 1.03711"8 10946.02
2Q80 11669.23 1.047080 1114".'.5
3Q80 12180.69 1.0.59.5.56 11496.04
4Q80 12442.04 1.084074 11471.11
IQ81 12667.80 1.098.570 11.531.17
2Q81 1322.5.96 1.110663 11908.11
3Q81 14168.22 1.1892.52 11913.'6
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4..5 nata Sources (continued)

Figure 4-4. Dala Used in Ilegression Analysis (continued)

DOC OUTPUT (continued)

Value Price Quantity

4Q81 14384.39 1.222916 11762.37
IQII2 14642.99 1.229872 11906.11
2QII2 1.5119.58 1.2.5.5279 12044.80
3Q82 1.5439.10 1.268.5.56 12170.61
4Q82 1.5.567.82 1.29.50.59 12020.93

R&D Index Telephones----
IQ72 4382000 .59.39091
2Q72 4.39.5000 .59.86763
3Q72 4.408000 60.4091.5
4Q72 442](100 61.1940.5
IQ73 4.434000 61.918.53
2Q73 4."48000 6242163
3Q73 4.461000 62.98323
4Q73 ".474000 63.71693
IQ74 4.488000 64.3.5242
2Q74 4..502000 64.802.57
3Q74 4..516000 6.5.28922
4Q74 4..530000 6H.522.5
IQ7.5 4..54.5000 66.26042
2Q7.5 ....5.59000 66..5.5.59.5
3Q7.5 ....574000 67.02992
4Q7.5 4..589000 67.70898
IQ76 4.604000 68.34224
2Q76 4.618000 68.78188
3Q76 ".633000 69.32147
4Q76 4.648000 70.06708
IQ77 4.662000 70.72.516
2Q77 4.677000 71.21371
3Q77 4.691000 1183833
4Q71 4.70.5(100 7272694
IQ78 4719(100 73..569311
2Q78 4.7J3(JOO 74.22380
3Q78 4.746000 74.96346
4Q78 4.76(1000 7.5.89328

Sil I'i\ II 000.5.52
I"u" I. M"y 1987
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4.5 Data Sour<:a (continued)

Figure 4-4. Data Used in Regression Analysis (continued)

R&Dlndu Telephones

IQ79 4.773000 76.746'2
2Q79 4.786000 77.37247
3Q79 4.800000 78.06'40
4Q79 4.813000 78.92227
IQ80 4.826000 79.67876
2Q80 4.839000 80.18176
3Q80 4.8'3000 80.67033
4Q80 4.866000 81.38641
IQ81 4.879000 82.0'638
2Q81 4.892000 82.50963
3Q81 4.906000 83.02281
4081 4.919000 83.60922
IQ82 4.932000 83.95763
2Q82 4.944000 84.08511
3Q82 4.957000 84.28368
4Q82 4.970000 84.61533

SH I' AII ()nn.~5'­

Issue I. MdY I'IX

'.0 APPLICATIONS

5.1 Marginal Cost of Interstate Access Services

As explained in prtvious sections. the- purpnst of this study was to devf'lop an tconomrlril: (II'

model that could hro used to estimate 8 marginal cost associated with providing interstate an:es!'> ~rr

VICes. In Section 3.0. the coefficient of elasticity for total operating expen~s with respect to lola
output. K. was developed from the aggregate BOC model. The following analysis demooSlratf
how K can be used to produce a marginal cost for interstate access service:

/llogCr
K = 81og0r .

where Cr - total compaoy operating expenses. and
Qr - aggregate demand.

For a spe'cific service (interstatt access), the coefficient of elasticity for lotal o~raling tXrtnst's I
defined 8S:

/llogCr
K. = "SlogQ•.

Where QI - demand for interstate access service.

From Section 3.0.

R.
K.- K X R;'

when~ RJI and RT arr thr interstate acct~ strvicr revenues and total storvke revrnu("!i;. respt'ctivt'ly

SUbstituting for K.:

/llogCr =K X ~.
810gQ. RT

Equation ( 1

SlogCr Q. /lCr /lCr
Since 8logQ. = C

r
x~. Equation (I) can be rewritten in terms of a marginal cost. "8Q:.'

where

4-38

/iCy = Cr X K X~.
~ Q. Rr

Equation (:
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Muhiplying both sides of Equuion (2) by *. where p. is the price of intersute access service. will

convert the demand Q. into a revenue. R•. since R. =p. X Q•.

6C
Tbe marginal cost in terms of a revenue quantity. Ii. is given by:.

OCr Cr R.
"!R,"=~XKXR;

or

SIl-1'AI)-()()0552
Is~ue I. May 19117

where K - coefficient of ela~ticity total op np with res~ct to
toul output - .3810 [from model)

Cr - Total O~rating Expense (1982) - SU.998 million

Rr - Total Revenues (1982) - S60.769 mtllion.

MC., = S.20689

OCr • Cr
"!R," = K X R

T
' Equation (3) MC

8b
= MC.

2
X (1986 GNP Deflator> + (198~1~ TeI~.!'n~.~~~~)

119112 GNP DefahoN 11982 IS Tel. Price Ind..T

Equation (3) indicates that the marginal cost with respKl to service revenue quantity is constant
across services. This property of the model Is a result of the assumption that service prices are pro­
portional to service marginal costs. Equation (3) can be used to calculate changes in toul costs
resulting from a given change in service demand npressed in terms of revenues.

5.2 MarglDal e..t Fac:tor for U.e In JDtentlite Access Se.....lc:e Filing

It hu been Shown in the above analysis that a marginal cost can be deveJo~d from the econometric
cost model. This marginal cost is based On costs and revenues for the aggregate of the DOCs as of
J9S2 Cthe last actual set of historical dau used in this analysis). To be useful in supporting cost
effect calculUions in future intersute access service filings. the folloWing factors must be con­
sidered in developing a future test year marginal cost:

(I) Development of appropriate cost and price dena tors for projecting 19112 marginal costs
(2) Inclusion of gross receipts talt eHects on marginal costs
(3) Methods for identifying the marginal cost portion to be assigned to the interstate jurisdic­

tion in accordance with FCC rules (Part 67).

J. Projec:t10D of 1982 Marginal e..t
The intersute access service marginal co~t. MC.,. can be projected to future test periods by multi­
plying MCu by a ratio of the Gross NUional Product (GNP) implicit price deflator to the weighted
intersute telephone service price indelt. The GNP price denators for 19112 and 1986 were obuined
from the U.S. Bureau of Economic AHairs. Table 5-1 shows the revenue weights by interstate rer­
vice for 1982. These weights are used in Table 5-2 to calculate the weighted interstate price indelt
used in the projection of the 1982 marginal cost value.

Once the GNP denators and the weighted interstate telephone price indexes are developed. the pro­
jected marginal cost can be calculUed as follows:

6<;- Cru
MCu = -yn- =K X R

TI2
'

oR.

5-2

MC8b =201,119 x (1.1311) + L'IJ(7)

MC." = $.2529

2. Marginal Cost Assigned Interstate through FCC Rules (Part 67)

The marginal cost develo~d in the projection above prOVides the change in total company operating
tXpt'"Sf>S with resJlf'ct to changes in int~rl\tat~ rrvrnUe5. To dfOvt)Op th~ cost e'rfrcts on lhe' int~r"

state jurisdiction. th. total company marginal costs must be aprortioned. using Part 67 rulos. to the
state" and inttrSule" jurisdiction. Analy~is of the' Part 67 rult'S indicate'S that tht predominance of
the suocat.gories of operating ex~nses are apportioned based on either a u~age distribution between
statt and interstatt. an investment distribution between the two jurisdictions. or on di!ii:trihutions
develo~d from other subcategories of o~ratingexpenses. Virtually none of the o~rating expenses
art directly assigned to the jurisdictions. (As. result. if for interstate demand respnn~ purrosfOs
the relative usage between state and inter-sUle is kept at the ~ame trove I as for tht hase' ror("ca~t

condition. and the short run change in investment resulting from demand rrsp<Jnse is /.ero. then the
marginal operating expense cost can be distributed between stale and interstate in the ~mt manner
as in the base forecast.) S~cifica"y. the appropriate interstate factor 10 apply to the tOlal com­
pany marginal cost is develo~d by dividing the base forecast tolal intrrsla.e operaling expense by
tho base forecast tolal company o~rating expense. The subcall'gories of operating expenses to be
used in this calculauon are those considrred in the econometri<" model drvrloped on this paper. In
particular. they are:

5·J
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• Maintenance Expense (MTCE)
• Tranic: Expense (Tran.)
• Commercial Expense (Comm.)
• General Office Expenal! (Gen. Ofr;)
• Other Operatin, Expense (Other).

Ulin, tbe individual prospective total com.-ny budget view and the prospective interstate budget
view. the interstate operating expense factor.ISF. can be calculated as:

ISF - IS Base Foreeast (MTCE + Trarr. + Comm. + Gen. orr. + Other)
- Total base Foreeast (Mia + Traff. + COmm. + Gen. Off. + Other)

The marginal cost allocated interstate. ISMG.. is given by:

ISMC.. = ISF X MC...

3. Mal'llnal eo.t Tax Effecta

The total marginal costs and tbe interstate portion developed above do not consider any tax effects
tbat would be introduced by cbangs in the com.-ny·s operating expenses. These effects must be
developed outside tbe model and added to the change in operating expenses to obtain a total cost
change including taxes.

The only taxes that will affect the cost change are tbose taxes that are calculated on a gross reve­
nues or gross receipts basis. Tues based on net income. SUch as federal taxes. will not cause a
change in the interstate costs bec:ause the change in operating expenses will be included in the reve­
nue requirement that is used to calculate the past demand response rates. Since these new rates
will be set to generate revenues that recover costs ineluding the adjusted operating expenses. the
pc.-t-clemand response net income level (Revenues - Costs) will be tbe same as tbe predemand
response net income level.

The adjustment to include the effects of gross revenues taxes on the marginal costs can be
developed by multiplying ISMC16 by one plus tbe appropriate croa revenues tax factor for eacb
study area:

ATISMC - ISMC16 X (HORT)

where ATISMC - after tax IS mar,inal cost
ORT - ,ross revenues taJ: factor (study area specific:)
HORT - I + GRT.

'-4

Service

MTS
WATS
I)rivate Lin~

Total

Rf>vrnues----------

11.120.4 (million)
3.226..5 (million)
2.401.2 (million)

16.7411.1 (million)

Fraction of Tnl al
~--_ ..- .. _--_" .-

.6640

.1926

.1434

I.(XIOO

SU l'AIl (HIII5.'i2
I~~uc I. May 19117
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Table '-2. Weighted IS Price Indnes for 1982 Ind 1986·

Yr MTS WATS PL Total IS
Price Index

Price Price Price
Index Wtg Index Wtg Index Wtg

(g) - aXb+cXd+exf

(a) (b) (e) (d) (e) (r)

19112 100.0 .6642 100.0 .1926 100.0 .1434 100.0
19116 91.3 .6642 1111.2 .1926 107.7 .1434 93.07

• Tl'ltphonl' Price Indexes. IJuretJu 0/ Ltdbot' $IG1Ulic.
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6.0 CONCLUSIONS AND FUTURE DIRECTIONS

This pa!"'r descri~d an econometric study of the marginll cost of switched and special Icce"".
Ninety-five percent confidence intervlls for marginll cost of both IccesS s..vices is (11.74.32.f.2)
cents per dollir of revenue or <'0109..0407) cents per switchffi access minute. With other required
Idjustments. the marginll cost of I switched ICCess minute Ippears to he roughly'" cents. ThIS
vllue is considerably ~Iow the cost of switched access in I.E£: access tariffs: these Iverlge roughly
6 cents per minute at present. Prices in ncess of marginal cost Ire I sign of the potentill profita­
bility of competitive entry. Ind one would npecl entry and competitive pressure when prices are
on the order of four limes marginll cost.

Future econometric work should focus on relaxing some of the r~lrictive assumplion~ thr curren I
study mikes. Foremost is the assumption lhat access in 19116 is identical to interstate services of
the predivestiture nocs in the 1970s. Once some historicll dati has heen obtained in the post·
divestiture environment. I cost function similar to equations (I) and (2) should ~ re~timated"
Siner short lime stories data will not contain enough variation to eslimatf' a flexible function very
precisely. a pooled time-srri~ cros.~-~li(Jnapproach should 1lt' considrTf'd.

The next most restrictive assumption is the singh! outpul formulation of thr cost funclion which is
restrictive in the s~n~ that it forces the- mArginal cost measurr for all ~rvice-s to be' thl' same_l~
Such rf'Sults cannot be usrd to ass:~~""i the relativr cnmprtitive positions of I.Fe: swih:hf'd and speela I
acce1>S services without some further physical dimension of output. l'nfortunatdy. I'Mimation of
multi-output cost functions - though straightforward theoretically - hI' nol l~en sucltS..ful using
short time-seriel' data.)) Possibly. the Idditional variation in output ohtainahle from pooled time­
seri~ and cross-St'Ction dau might make distinct statistical estimate'S of cost elasticities of different

services possible.

Finilly. the Issumplion that all predivestiture ROCs po~d lhe same technology Ind faced th'
slme factor prices should ~ relaxed. To this end. individual companies can take the dati Ind
methods presented in this study Ind estimlte I cost function from prffiivestiture data that i,
specific to one company. For use in interstlte access tariff filings. this would probahly he prefer

able to the current reliance on I nltionll study.

.31. Althoulh it is templin, to r!ilim.tr dlr«rl)' thr marcin.1 (Olt of ucns b~- (stima,ling , COSl function for .cern. this I'

unllkdy 10 be munineful. Thr prMrsl ...hich allilnl costS to "TYkes (Puts 61 .nd tJQ or th( Comminion's Ruin) h .. '
no C((ln(lmic \"IJidit:v .tnd il i~ difficult to .num~ thlt • firm ,-ould try 1(\ minimil4!' th.t enU, liv~n r... to, priers IT'\<'

Itv(1!i of intcut.tt' rlt'm.nd.
32.11 is n01 rt'strictin In tht stntot th.l ,ny multi product monopoli~t .,.-iII ppef' so tha'1hc m"~inal cost .~~oci.tC'rl .... ith.'

.ddi1ional dotlar's rf'\ l'nut is onf' d('lliar for (very "nin.
.n, Christtnsrn, Chri$tt'mcn, and Schol'ch (J98.J), op, cU.. OT N,diri .nrl Sch.nkr'm.n (1981 l, op. cU
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